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Recently there has been much talk of the application to the Nationa: 
War Labour Board by a certain trade union for increases to bring the rates 
of: pay equal to those enjoyed in similar work in the U.S.A. 

Maybe this is a matter of asking for a lot in the hope of getting some 


thing but when this sort of thing happens we have undoubtedly reached 


the danger point. Surely no responsible union officials would seriously 
consider that such a request is a just one. If so, then they have a lot 
to learn 


The matter of wage levels cannot be based on those enjoyed in other 
countries for many reasons but particularly for the reason that the cost of 
living may be vastly different and no one in his senses will argue that the 
cost of living in the U.S.A. is as low as that in Canada even though many 
of us consider that the cost of living is high here. This is another indication 
of an approach for increased wages without giving the slightest thought 
to the economic interest involved and this is a sample of what we may 
expect so long as trade union leaders feel that they must make a real 
showing with their members regardless of the effect of such a showing 
on the rest of the community 

We do not think that the application to the National War Labour 
Board has the slightest chance of being successful 

Why not the same wage rates in Canada as in the U.S.A. for brick 
layers, carpenters, plasterers or any other group. The thing ts preposterou 

We believe there is a genuine desire to see that wage levels are com- 
mensurate. 

There may be hardships and if so, they should be changed but te 
make an application for a broad increase in wage rates up to those enjoyed 
in any other country we repeat is preposterous. 

We believe that wages according to most workers is meant the net 
amount received by the worker after deductions for income tax including 
compulsory savings and here again there is no comparison between Canada 
and the U.S.A. because taxes are much lower there than here. 

Union leaders should know this, and we believe they do, which makes 


their attitude all the more incomprehensible. 





It looks all the more as though these constant requests for blanket 












increases are just a case of striking at supposedly the most opportune time. 
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Across the Secretary's Desk 


Since the last issue, we have received a letter from Herb. Green, the 
former Secretary of the Toronto Student Section and who is now in the 
Canadian Navy. Herb. writes us from Halifax to say that he is enjoying 
the life of a Navy rating cven though, as he says, he has been demoted 
to the status of office boy and general messenger. However, if we know 
Herb, it wont belong before he receives a promotion. 

During the month we have had visits from Larry Bennett of the London 
Chapter and Carl Meyer of the Toronto Chapter and it was nice to see two 
old friends and to chat with them for a short time. 


We attended the closin meeting of the Kitchener Chapter held at 


Fergus and it was some meeting. There were about 80 present for dinner 
and we listened to a fine talk by Mr. H. B. Rieger which is produced else- 
where in this issue The weitere officiated at the election and thoroughly 
enjoyed the visit This Kitchener Chapter has had a really remarkable 
eason., 


Plans are completed for the Annual Meeting to be held at the Chateau 
Laurier in Quebec City on the 30th and many of the Ontario delegates 
are travelling to the meeting by boat along with their wives. Perhaps 
this will keep some of them on their best behaviour but in any event, it 
hould be a most enjoyable trip and I know that they are looking forward 
to it with pleasure and also to meeting old triends from the Province 01 
Quebec. 

Within the past few days, we received a visit from Mr. J. B. Whelihan, 
Secretary-Treasurer of the Alberta Provincial Society and we spent a whole 
morning going over Society matters. Our western colleagues are now 
well organized and we may look for big things from them in the future. 
Quite apart from the business we transacted, it was a distinct pleasure to 
again meet one of our top-notch western members. 


Hope to see you at Quebec on the 30th 


R.D. 


Back Numbers Wanted 


The following: back numbers of Cost and Management are urgently 


required: 


July, 1934. March, 1938. 
September, 1934. September, 1938. 
April, 1936. January, 1941. 


Any member who can spare any of the issues listed is urged to mail 


same immediately to the Secretary. 
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Literature Received 


Incentive Payment Plans — A Current Resume. 
BALG-A.. Pril 16. 
Motion and Time Study for Post-War Profits: 
N.A.C.A., April 16. 
Two excellent articles which should be read by all up to date Cost 
Accountants and all those interested in cost work 
Accounting for Market Profits and Management Profits. 
N.A.C.A., May 1 
A most excellent article dealing with a subject of current interest 
Deals with inventory pricing problems especially 
Corporate Financial Planning for the Transition Period, 
N:A.C.A., May 15. 
Deals in a concrete manner with Financial Planning, Termination 
Planning and Planning for Cost Control 
Costing as an Aid to Sound Management. 
Irish Accountant & Secretary 
A good article dealing in a sound general way with Cost Accounting 
and Management 
Internal Control — From the Viewpoint of the Internal Auditor. 
N.Y. C.PA.,. April 
Internal Control — From the Viewpoint of the Public Accountant. 
NEY. CPA, April. 
[wo fine articles dealing with opposite viewpoints 
Work Simplification Applied to Peeling Tomatoes. 
Factory, May. 
An article of interest mainly to those engaged in the Tomato Pack- 


ing Industry 


New Members 


Montreal 


4 


A. Paquette, Engineering Products of Canada Ltd., Montreal. 
Calgary. 

H. E. Boulay, 520 15th Ave. N., Calgary. 
Vancouver. 

F. G. Coburn, C.A., Dominion Treasury, Vancouver 

W. A. Evans, Dominion Treasury, Vancouver. 

H. V. Cox, McMillan Industries Ltd.,, Vancouver. 





Windsor. 
C. IT. Cheshire, Canadian Bridge Co., Ltd., Walkerville 
Hamilton Chapter 


J. P. Bristow, Hamilton Street Railway Co., Hamilton 
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Cost Ratios 


Reprinted From The Student 


The relationship between actual performance and cost standards may 
be shown in the form of percentages of “cost ratios.” Where “current” 
standards are used cost ratios will express operating efficiencies directly. 
Where “basic” standards are used they represent units of measurement only 
and it must be borne in mind. that the differences between actual and 
standard costs are not to be regarded as measures of effectiveness but 
include the effects of normal cost changes which have not been applied 
to the standards. 

It is easier for the average man to understand statements wherein the 
standards, with which actual results are to be compared, represent expected 
results. Therefore, it is always advisable to be careful when presenting 
figures to bring out clearly the level of expected performance. 

The two factors may be segregated by the introduction of an inter- 
mediate step which will show the ratio of the present expected cost to the 
basic standard. The percentage resulting applied to the cost ratios as 
originally calculated will convert them into ratios reflecting current pro- 
duction efficiencies. 

The periodic cost trend which is disclosed with the use of basic 
standards is valuable and may be advantageously studied and analysed. 

Example 

Let us presume that in the following example standard costs are 

“current” and reflect expected performance. We have the following in- 


formation :— 
Materials: 
(a) Actual cost of material consumed .............:ccccccccssccesssesccoeseeoes $15,680 
(b) Standard cost of materials specified for that production ...... 14,000 
(c) Standard cost of materials comsumed .....ccccccccecscecscessceeeeeee 16,000 
Labour: 
(a) Actual direct labour cost—28,224 hours at 75€ we... 21,168 
(b) Standard cost of labour budgeted for that production 
PEGOO HOOLS: BE. TOE: cacccidcccsccricacutiehedcteamcnlen 15,120 


Manufacturing Expense: 
(a) Actual manufacturing expense incurred during period .... 23,840 
(b) Standard manufacturing expense on budgeted production 
for that period 
32:000) disect labour Hours at SSE) <ccccscciccessdesscictsaccacseccactascdets 27,200 
Manufacturing expense is applied to production on the basis of direct 
labour hours. 


MATERIAL RATIOS 
1. Material Cost Ratio 


The actual material cost was therefore 112 per cent. of standard materials 
specified for that production. This variation is due to changes in (a) 
material prices, and (b) quantities of materials consumed. 
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II. Material Price Ratio 
Che actual material price is therefore 98 per cent. of the standard price 
set for those materials 
III. Material Quantity Ratio 


This ratio may be also calculated as follows:— 


Any third ratio as above can be calculated from the first two ratios. 
The quantity of actual materials consumed was therefore 114.3 per cent. 
of standard materials specified for that production, 


LABOUR RATIOS 


I. Labour Cost Ratio 
Actual labour cost was therefore 40 per cent. above the standard bud- 
eted for that production. This variation is due to changes in (a) output 
per man hour, te., labour efficiency, and (b) rates of wages paid, i.e., 
wage level 
II. Labour Efficiency 
Labour was therefore only 76.5 per cent. effective, or the number of 


LOO 
lirect labour hours 130.7 per cent of the standard. 
76.5 
Ill. Wage Level 
The wage level was therefore 7.1 per cent. above the standard. This 
could also be calculated from the ratio previously determined as follows :— 


MANUFACTURING EXPENSES RATIOS 
I. Manufacturing Expense Cost Ratio 
Actual manufacturing expense was therefore 87.6 of the standard manu- 
facturing expense on the budgeted production for that period. This varia- 


on was due to (a) the amount by which the level of production was less 


than that budgeted, i.e., idle capacity; (b) the amount by which the actual 
manufacturing expense incurred differed from the standard for that produc- 
tion, L.e., expenditure ratio; and (c) the amount by which the actual labour 
hours differed from the standard labour hours for that production, 1.e., 


production or labour efficiency 


Il. Manufacturing Expense—Idle Capacity Ratio 
Actual direct labour hours used was 88.2 per cent. of direct labour 
hours budgeted, or idle capacity was 11.8 per cent. 
Ill. Manufacturing Expense—Expenditure Ratio 
[he actual manufacturing expense expenditure per direct labour hour 
was 99.4 per cent. of the standard. This ratio may also be calculated a 
follows 
IV. Manufacturing Expense—Production or Labour Efficiency Ratio 
Labour efficiency ratio was determined in discussing direct labour 
above 76.5, i.e., the ratios between the standard direct labour hours specified 
for that production and the actual direct labour hours used. This ratio 
has not been taken into consideration in this example as it has been stated 
that manufacturing expense was applied on the basis of actual direct labour 
hours used. 


Where manufacturing expense is applied on the basis of production 
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or on standard direct labour hours for that production, as where standard 
costs are charged in the ledger to work-in-process accounts, the manufac 
turing expense cost ratio would be affected by the production efficiency. 
Sundry Ratios 
No single variance ratio can be intelligently studied by itself; each 
up in Comparison with 


must be considered in relation to others and se 
them Other ratios are often determined, in addition to those noted 
above, including (a) ratio of machine efficiency, (b) ratio of crew efficiecy, 
(c) relation of man efficiency to wage level, and (d) sundry ratios for 
Operations subsequent to manufacture. 
Actual cost of materials consumed 
Material cost 
ratio Standard cost of materials pec 
hed for that production 
$15,680 
112 
$14,000 
Standard cost of materials consumed 
Material price 
ratio Actual cost of materials consumed 
$15,680 
9S 
$16,000 
Standard cost of materials con- 
Material quantity sumed 
ratio - -- 
Standard cost of materia!s Sspeci- 
fied for that production 
$16,000 
onesie 114.3 
$14,000 
Material cost ratio 
Material quantity 


ratio Material price ratio 
Ei2 
z 114.3 
98 


Actual direct labour cost 
Labour cost . 
ratio Standard cost of direct labour 
budgeted for that production 
$21,168 


= — 140 
$15,120 
Standard direct labour hours spe- 
Labour efficiency cified for that production 
ratio : 
Actual direct labour hours 
21,600 direct labour hours 
= eee - - 76.5 
28,224 direct labour hours 
Actual rate paid per direct labour 
Wage level hour 
ratio 


Standard rate specified per direct 
labour hour 


—- 107.1 
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Wage level Labour cost ratio 
ratio 





Ratio of direct labour hours used 
to standard 





140 
= = 107.1 
130.7 
Actual manufacture expense in- 
Manufacturing curred during period 





expease cost ratio 
Standard manufacturing expense 
on budgeted production for that 
period 
$23,840 
= —- = 87.6 
$27,200 
Capacity Actual direct labour hours 
ratio 





Budgeted direct labour hours 
28,224 direct labour hours 
88.2 





32,000 direct labour hours 
Expenditure Actual manufacturing expense 
ratio curred during period 


n- 





Actual direct labour hours used 

—~ Standard manufacturing expense 
rate per direct labour hour 
$23,840 = 85c 


28,224 direct labour hours 
= 84.47c + 85c = 99.4 
Manufacturing expenditure cost 
Expenditure ratio 
ratio 





Manufacturing expenditure idle 
capacity ratio 
87.6 = 99.4 


88.2 








CHARTERED ACCOUNTANT WANTED 


Chartered Accountant with manufacturing experience to fill posi- 


tion as senior accounting executive with large Canadian Pharmaceutical 


manufacturers—experience required includes internal auditing, organiza- 


tion ¢ 


f cost systems, and development of modern methods of setting up 


operating accounts. Apply to the nearest National Selective Service 
Office, 


Reference H.O. 1136.” 
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Post- War Distribution Problems 


An Address by B. H. Rieger Wednesday, May 17th, 1944 Before 
Kitchener Chapter 


Introduction. 
I think I should explain that I am _ pinch-hitting for Grant Glassco 
I H § 


who was originally asked to address you this evening. Grant was forced 


to decline the invitation at the last moment and has asked me to conv 


to you his sincere regrets Under the circumstances I was left with n 


alternative but to choose a subject with which I am familiar, because the 
amount of time at my disposal would not permit otherwise. I do hope 
therefore, that I will be forgiven if I talk shop to you for the next few 
minutes 

In the first place I am perhaps here under false colors. I am not an 
iccountant, but an engineer, and to make matters worse I happen to_ be 
one of those undefinable animals who for want of a better name are called 
Industrial Engineers. My chief interest lies in the field of Selling, Met 
chandising and Market research, and associated problems of sales manage 
ment. The subject of my remarks is Problems of Post-War Distribution 

Many of us who have not had sufficient time to do much thinking on 
the subject will wonder that there will be major problems to be faced 
and solved in connection with distribution after the war. Certainly present 
conditions would indicate that the prime post-war problem facing industry 
would be in the direction of producing enough merchandise to satisfy th 
unprecedented demand. Others will argue that we will face a period of 
hesitation in business which will result in extensive unemployment such 
as was experienced in the nineteen thirties. 

I am not in the business of making predictions as to which way the 
pendulum will swing or how far, nor do I lay claim to any special clait 
voyant powers when I say come what may we are going to face major 
changes in our distributive system after this war, just as we did after th: 
last world war. The extent and nature of these changes is, in some Cases, 
crystal clear, and in other cases is not forseeable at the moment. Onc 
thing we can be sure of is that we are not going to return to the so-called 
“Good old days” insofar as methods of distribution are concerned. W<« 
are going to be forced to streamline and improve our methods, and cut 
our costs. We are going to be selling and distributing our products in a 
market that is vastly changed from the market we knew in 1939 and if 
we are to survive, our sales effort will have to be more intelligently con 
ceived and administered. 

You may well ask, why was all this not accomplished during the 
period of intense competition of the middle thirties? The answer is that 
the trend towards more efficient distribution methods was already making 
itself felt during those years. However, most of our savings in the total 
consumer cost of a product during the last depression came from a reduc- 
tion in the cost of labour needed for the manufacture of the product, and 
I say that anyone who is thinking that history will repeat itself in this 


connection is living in a fool’s paradise. Even a superficial review of wage 
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rates during the last fifty years indicates clearly the trend is ever upward 


We may have recessions in wage rates but they never equal the advance 
that took place prior to the recession. The only sound solution to out 
problem, be it manufacturing or distribution, lies in the more efficient 
utilization of manpower. 

There is no ready-made answer to the distribution problems we face 


In some cases the solution may be easily arrived at and in other cases th 


solution may be found only after extensive research. However, in all case 
you can be sure the right answer will be the product of clear hard headed 
thinking based on factual information and not the result of the type of 
guesswork so many of us practiced in the past. 

In this connection I think you will be interested in some figures recently 
quoted by Arthur Nielsen of the A. C. Nielsen Co. As you undoubtedly 
know A. C. Nielsen is a market research organization operating in the 
United States and Great Britain, and they have recently opened offices 
in Canada. Their list of clients embraces most of the blue chip organiza- 
tions distributing in the three countries. These companies are all noted 
for their painstaking market research. As a hobby Arthur Nielsen has 
kept a box score of the decisions made by his clients which affected dis 


I ized leaders in the technique 





tribution. Surprisingly enough these reco 
of distribution were wrong in something over 40% of their decisions and 
right in only 50% to 60% of their decisions. If these people are only 
right something over 50% of the time you can imagine what a dismal pic 
ture would be presented by industry as a whole. I can give you some 
idea, however, when I tell you that prior to the war only 1 out of every 3 
new products was a success. 

In order to give you some idea of the scope of market research I 
propose to review step by step how we, as outside consultants, migh¢ 
survey a company’s sales and merchandising methods and markets. 

SELLING MERCHANDISING MARKET ANALYSIS 

It will be appreciated that there ts no standard approach to the solution 
ot the different problems which confront sales management, for example 
the fact finding and subsequent analysis of the facts required for the de 
velopment of a salesmen'’s incentive plan willbe quite different from that 
required for a study where a question of product development is involved 
Therefore, the application of research and analysis must be varied accord- 
ing to the job to be done, and the circumstances which surround each parti 
cular problem. 

Since the end uses of our work are quite varied with a somewhat 
different detailed approach required for each particular job, the first step 
in undertaking a survey is to define the problem involved and to list the 
objectives in as much detail as possible. After this has been done a plan 
of action or outline for the specific survey is prepared by our engineers 
This plan is then discussed with the clients’ senior personnel and revised 
if necessary. In addition, discussions are held regarding the actual method 
procedure in conducting the survey and the scope of the work as related to 
the final outline is defined. 

When the purpose and scope of the study and outline for the work 
have been finalized the fact finding starts. To begin with it is necessary 
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to gather a considerable amount of historical or background information 
regarding the particular company in question and the industry in which 
it Operates in order that presently existing policies, distribution methods, 
competitive practices, etc., can be properly interpreted. In the interests 
of brevity and readability we have confined our efforts, in the following 
paragraphs, to a general description of the various phases of sales, mer 


chandising and market analysis and their possible implications rather than 


to the specific application of each particular phase. 


Products and Product Information. 

In view of the fact that the fundamental principle of business is to sell 
its products or services at a profit, the logical starting point for any overall 
study pertaining to sales management is an analysis of profit realized on 


each of the products or services. In order to speed the flow of the text 


we have used the term ‘Product’ loosely in that we have assumed that it 
include SErVICES Data collected and collated in connection with pro 
ducts would include the following 


(4) Relative profitability or profit contribution of individual products 

and groups 

(b) Design, quality, market acceptance and relative position in the 

market 

(c) Selling prices and comparisons with competition. 

(d) Range or extent of products and possibility for the elimination 

of unprofitable items or extension into allied types of products. 

(e€) Product history and product changes or trends in the forseeable 

future. 

Since administration, advertising and selling expenses are usually 
allocated on an arbitrary basis, the most practical and useful measurement 
of the relative profitability of individual products or groups of products 
is usually the gross profit earned, i.e., the difference between factory cost, 
including factory overhead, and the average net selling price. For example, 
this type of product profit measurement provides a sound and equitable 
basis for arriving at conclusiens regarding branch or territorial perform- 
ance in that the direct expenses incurred by the branches or territories plus 
other advertising and administrative expenses which are allocated directly, 
can be charged against the gross profit earned and contribution to the 
company’s total gross profit thus accurately measured. Furthermore, the 
gross profit yardstick usually provides the most practical background for 


as price, design and quality, the possibilities 


other phases of product study 
for a reduction or extension in the existing range of products, etc. 
Markets. 

Once we are equipped with comprehensive information regarding the 
company’s products we are now in a position to examine the market for 
such products. A study of the market would normally be made under the 
following headings: 

(a) Size of the total market for the company’s present and future 

products. 

(b) Geographical location of the market. 

(c) Market changes and trends in the forseeable future including an 


examination of changes that have taken place in the size, location 
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and general price level of the market and their relationship 
population, shifts, tariffs, and consumer purchasing power. 


(d) Seasonal factors. 

Market information should cover an extendec 
show the development of trends, as obviously market data col 
likely to be a true reflection ot 


1 period of years in order 


' 1 ] 
oO clearly 


conditions are not 


1 under wartime 
peacetime economy. 


lecte 
vhat may be expected to obtain in a 

Geographic changes in the market resulting from population shifts 
1 buying habits and buying power must be judged as to there 
towards decentralization in se 


| } y if 


The implication of trends 


country which would require changes in selling methods and 
tuff provided for increased suburban and rural coverage must be considered 
ete As a result of this type of market analysis, opinions are formulated 
| of the market in the forsee 


composition and location 


Sales and Sales Methods. 
After background data regarding the company’s products and markets 
e been accumulated, and tentative conclusions formed regarding product 
inves the developments, and the probable composition and location of 
the company’s sales and 


In a position to examine 





les met ids as follows: 
(a) Geographical distribution of sales by type of product and type 
and class of outlet. 


nnels of distribution and probable changes. 


(b) Cl 

(c) Pricing policy discounts, margins, etc., and their effect on sales 
volume. 

(d) Presently existing sales methods and probable changes that will 


necessary to fully exploit the future market 
additions that will be necessary 


ne 


rsonnel and changes or 
thods of selling and to fully exploit the future 


Tho 


(e) Sale pe 
; 
to meet changed me 


m irket. 
and branch or warehouse location and their effect on sales 


1 


(tf) Factory 


and delivery costs . 
(g) Adjustment policy its administration and its effect on sales. 
As a result of this analysis the company’s territorial sales can be com 
e total market for its products in each territory, and the pet 
sales personnel measured. In addition, checks may be 


I mance I ne 
le in order to learn if sufficient sales emphasis is being placed on the 
important potential accounts for the company’s products, and on the 


t + ] az 
t profitable mines 


Changes occurring in distribution may call for a 


of sales coverage and approach. Deliveries may be an im- 
competitive conditions, which 


} 


the channels of 


lifferent type 
effecting sales under highly 


portan ractol 
ight necessitate the establishment or relocation of warehousing facilities 
xx for other improvements which would speed the flow of merchandise 
I e factory to the customer. 
Lack of product knowledge on the part of sales personnel may reflect 
ilar condition in the accounts which would call for an educational 
Impargn 
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These are a few of the points which might normally come to light dur- 
ing the course of a review of a company’s sales and sales methods. It will 
be appreciated that it is not possible to discuss in detail all the ramifica- 


tions in an article of this nature. 


Advertising. 

After a comprehensive review of a company’s products, markets, sales 
and sales methods, the net logical step is a study of the application and 
direction of advertising. In this: connection, as industrial engineers, we 
do not attempt to evaluate the effectiveness of one form or type of adver- 
tising or media as compared to another. Our chief interest lies in the 
analytical work necessary if advertising is to be intelligently directed and 
applied where it will produce the greatest results. The points covered 
in this respect would include: 

(a) Salesmen’s aids — including portfolios, specification catalogues, etc. 

(b) Dealer assistance and selling helps. 

(c) Direct or consumer advertising. 

(d) Product packaging. 

(a) Co-ordination of production, selling, advertising and distribution. 

The product or products and selling methods may be of such a nature 
which would require the use of sales portfolios or illustrated price list if 
the consumer is to be made fully aware of the advantages offered by the 
product. In some cases complete specification price lists, and other product 
information which could be left with the prospect for future reference 
would be of material assistance. On the other hand a dealer educational 
campaign and other advertising through and to the dealer may be required, 
or perhaps the answer may lie in a new packaging program backed up by 
advertising directed to the public or ultimate consumer. 

In other cases the direction of specialized advertising to certain terri 
tories and products is indicated in order that the market may be fully 
exploited. 

The liason between production and sales and advertising may require 
attention in order that product changes developed by the production depart 
ments are fully publicized or that a well planned advertising campaign 
is backed up by proper deliveries. 

The company’s salesmen may not be making full use of such sales aids 
and advertising material as point of sale displays, etc., because of lack of 
co-ordination between the sales and advertising departments. This same 
condition may account for the lack of dealer or distributor co-operation 
which is necessary for a successful advertising program or campaign. 

These are but a few examples of the type of problems that must be 
met and solved if advertising is to be intelligently directed. 


Salesmen’s Remuneration. 

Changing markets and products necessitate periodical reviews of sales- 
men’s compensation plans and travelling allowances in order that the com- 
pensation policy will attract the right kind of salesmen and will encourage 
them to exert their best efforts. Such a review would include an investi- 
gation of: 

(a) The use of incentives and varying rates of commission for — the 
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maintenance of sales emphasis on the most profitable lines — the 
control of discounts and territorial expenses, etc. 

(b) Travelling allowances and their effect on sales volume. 

An effective sales compensation plan should provide sufficient income 

to enable the salesman to maintain a standard of living commensurate with 
the importance of his position, and that of his customers. Incentives should 
be designed to encourage the sale of consumer satisfaction along with th 
product and prompt reward should be given the salesman for the service 
he renders. Incentives are much more effective if the reward follow 
closely upon the heels of accomplishment. 
, A compensation plan should provide a reasonably uniform income each 
month and should be designed to eliminate cream-skimming; in addition 
travelling allowances and other territorial expense items should recognize 
the difference between established territories and those where considerable 
missionary Or pioneering work is necessary. 

Sales budgets should be reasonably attainable and: should have due 
regard for all of the factors which influence sales. Too often population 
density is regarded as the prime measure of the sales potential in a terri- 
tory; whereas other factors such as the number of potential outlets, the 
level of income, total retail sales, census of families, the ratio of rural 
to urban population, etc., may be of equal importance in the estimate of 
potential territorial sales. 

Paper Work. 

In an examination of a company’s paper work as related to the sales 
department we can divide this work into two main headings — head office 
paper work, which includes all the sales analysis necessary to intelligently 
direct sales and salesmen and field paper work which would include the 
various reporting forms, etc., used by the salesmen. A complete review 
would include :— 

(a) Analysis of sales by products or groups of products, territories, 

or natural geographical divisions, and by outlets. 

(b) Routing and call forms, expense forms, order forms, ete. 

There is no one standard system with regard to paper work that can 
be applied to all companies, nor is there any simple yardstick that can be 
readily applied which will indicate the extent and nature of the pape: 
work necessary for proper sales control and direction. The answer lies 
in a careful appraisal of the individual company’s sales and distribution 
problems. 

Without adequate sales data a company’s sales direction is bound to 
be of the traditional “hit and miss” or “blind flying” variety. On the other 
hand a system that is too elaborate defeats its own end because of the 
high cost of maintenance, and its complexity makes it difficult to under- 
stand. 

In setting up or revamping paper work as related to sales and distri- 
bution the approach is largely critical. We check each step as follows — 
who uses the information collected and collated? How is it used? What 
are the expected results from the use of this information? Are the results 
worth the expense involved in collecting, analyzing and summarizing the 
data? In many cases changes in competitive conditions necessitate changes 
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in the type of information. collected. In other cases data which would be 
valuable to the salesmen in the field becomes bogged down at head office 
and is largely outdated or at best of limited historical interest by the time 
it reaches the salesmen. In some cases the method used in summarizing 
the data makes it difficult to understand, and of limited use both for the 
salesmen and those directing sales. These are but a few of the more im- 
portant points which might come to light in an impartial review of sales 
paper work. 

Credit Policy. 

Other factors which affect results include a company’s credit policy, 
a review of which would include: 

(a) The nature of the credit policy. 

(b) Administration of the company’s credit policy. 

(c) Liason between the credit and sales department. 

In most cases the sole measure of a credit department's efficiency is 
the extent of the losses sustained by the company through bad debts and 
the effect of the policy on sales volume is largely overlooked. It seems 
reasonable that such should be the case as most credit departments are not 
ales minded 

A credit policy that is too stringent or that lacks flexibility may seri 
ously effect sales. In many cases increased volume and subsequent profits 
earned because of revisions in credit policy may more than offset additional 
losses that might be expected to accrue in the way of bad debts and would 
indicate the desirability of easing credit restrictions. 

On the other hand circumstances may call for a generally tightening- 
up of credits. However, regardless of the changes that are necessary in a 
company’s credit policy, proper liason between the credit department and 
sales department is necessary if any policy, no matter how well conceived, 
is to be intelligently and properly administered. 

Competition. 

In any overall study of a company’s sales, distribution and merchan- 
dising methods and markets the operations of its competitors and potential 
competitors plays an important part, a review of competition would 
include :— 

(a) Products — quality, price level, etc. 

(b) The nature of the management and sales personnel. 

(c) Sales, merchandising and distribution methods. 

(d) The nature and extent of market coverage. 

Such a review might indicate that important sections of the market are 
not being fully exploited or covered by competition or that weaknesses in 
certain sections of the competitors’ lines give the company a decided ad- 
vantage not hitherto known. 

However, the reverse may obtain and the character of the merchan- 
dising and distribution methods used by competition may require an im- 
mediate change or bolstering up in the company’s selling staff and selling 
methods if the competitive position is to. be maintained or improved. 

I hope I have left the thought with you that there is a lot to long-range 
planning for more efficient distribution. The trouble with studies of this 
nature, like many other jobs we undertake, is that it requires a lot of 
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thinking and most of us hate to think — it’s too much of a chore — many 
of us pretend we are thinking when we are only rearranging our prejudices. 
Certainly the man who has a grip on to-morrow’s markets is the man who 


has a drawer full of post-war data and plans. 


How to Budget a Profit 


Management Tips On Costs, Prices, Equipment 
By PHIL GLANZER, A.M.LE.T. 


Management implies a degree of efficiency, and at a time when most 
plants are filled to the hilt in a seller's market and producing in large 
volume with surprisingly little regard for cost and efficiency, a serious 
talk on management might seem ludicrous. 

However, it logically becomes the lot of the constantly diminishing 
number of us who remain at home to do what we can to preserve our 
business organizations so as to be able to provide opportunities for normal 
employment to men whom we trust will shortly return. So it behooves us, 
in spite of the war, to give serious thought to ways and means of bettering 
he management of our businesses. 

We should all be interested in budgeting, and its relation to hour 


costs, production and efficiency, cost recovery in selling prices, operating 


statements, and capitalization. Perhaps discussion of these things will 
stimulate thoughts on long-range profit-planning. 
Value of Budgeting: 

Budgeting consists basically of (a) setting up a yardstick of perform- 
ance, and (b) checking actual experience against the budgeted yardstick. 
lhe results are four-fold: 

(1) A persistent study of budget versus experience will make one 
facile at precisely determining trouble spots; (2) Indisputable evidence in 
ictual experience will force a change in some aspects of the budget; (3) 
A sure knowledge (not a conjecture) of where trouble lies due to one’s 
experience being “out of budget’’ will provide the stimulus to correct 


evils, constantly realizing that very unfavorable deviation from budgeted 
expense eats away the budgeted profit; (4) the ultimate result of budgeting 
will be the fulfillment of its prime purpose — an increased yield of profit 
from one’s operations. 

Hours Costs: 

It is assumed that all plants (even though they might not extend their 
cost system to determine their actual hour costs) have USED hour costs, 
and it is suggested that a greater faith in them be held because used hour 
costs are, a logical starting place for management that has faith in budget- 
ing as a tool for BETTER management. There is no such thing as a liter- 
ally ACTUAL hour cost, for hour costs vary with weekly, daily, or even 
hourly activity, but so-called actual hour costs do suggest a course of 
action for management. 

Their faults are evident to the studied eye and, therefore, suggest a 
goal, or a BUDGETED hour cost. That budgeted hour cost is our set-up 


or used rate. Some firms have never put into use the actual hour cost 
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because it has been merely a budgeting tool. We should disagree with 
the usual method at that point where one is supposed to put into actual 
use a 12-month average or any other specifically determined hour rate. 

It is important that hour rates in various cost centers be interpreted 
month after month, so as to make one conversant with the extent of the 
variation of the various elements of expense which constitute the total hour 
cost Ware Costs, selling costs, ete Variable-ex pense experiences can have 
too great an effect on the actual hour cost of particulat cost centers to 
accept them literally, rather than on a budgeted basis 

For instance, let’s take the matter of administrative selling and general 
factory expenses (substantially large portions of total operating costs). At 
ome point one distributes these items over the various cost centers by 
any of a dozen formulae, any one of which has its defense in use, but any 
one of which is truly indefensible, and at best arbitrary . . . The most 
active cost centers pay the piper. For such reasons as these, used hour costs 
should be carefully and expertly budgeted, and should not be the actual 
hour rates developed. In spite of variations in actual hour rates due, for 
instance, to wage increases, one firm changes their used hour rates as in- 
frequently as possible for purposes of comparison. It is therefore import- 
ant for used rates to be constantly somewhat incorrect, for the sake of 
constancy, than it is for them to be constantly precisely correct for the 
sake of correctness. 

Production Efficiency. 

Productive and non-productive factors in production time should be 
watched and controlled with ceaseless vigilance. A study of output per 
chargeable hour, it is tremendously important, but what is going on in 
the shop when chargeable hours are not being produced is of similar mo- 
ment — and here budgeting is helpful ‘here should be an established pet 
centage of chargeable production time on each shift and, while at best 
it will be an AVERAGE, all averages are based on highs and lows. 

For instance, distribution and breakup MUST be done — and usually 


and rightly occur during lulls in production. Presses WILL break down. 


If a budgeted standard of performance calls for less of such time, maybe 


that’s too bad. In these cases, perhaps, the performance is not wrong - 


maybe the budget is! 


Cost systems do not eliminate necessary non-charge- 
able expense. They measure necessary non-chargeable expense over charge 
able hours. Non-chargeable time should be minimized. In some large 
plants, eager superintendents will require, and receive from their subordin- 
ates, a daily percentage record of chargeable and non-chargeable time to 


measure and keep control over production efficiency. 
Cost Recovery and Prices: 

We should have great faith in individual job cost sheets. In one plant 
they endeavor to see that their cost sheet entries extensions and additions 
are correct. A carefully prepared cost sheet showing all operations is the 
base of a healthy billing. 

It is an earnest conviction that many small shop-owners are strange 
birds when it comes to billing. We so-called executives are such big shots 


that we can’t get down over a pile of dry, uninteresting, and confusing 


T) 
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figures for an hour or two to see that our bills contain enough red cot 
puscles to keep the organization alive 

This practice of careless billing in the past has sounded the death knell 
f many and otherwise competent organizations. And yet, not long ago, 
a large organization was dispensing with cost sheets “because they were 
having so much trouble getting the stuff costed up.” 

Companies usually complain about charges for “extras.” Apparently, 
extras” is a profane word for a sinful practice—but sit back and considet 

»w often customers Create extras. 

What is attempted here is to express that all we sell is HOURS, and 
if we don't charge for the hours we sell, we know of no creed of manage 
nt which will insure success. It takes good individual job cost re 
coveries to make a healthy total net sales dollar. Close executive attention 
to billing is one of the daily management functions. 


o see how the used net profit (over recovery of used costs in selling prices) 


is advisable to study total sales against total used costs each month 


running. A monthly comparison with a string of previous monthly calcu 
lations will be revealing indeed. If you fear that your whole plant or a 


tment is bogging down on production output, compare a group 





major dep 


of precisely similar orders (every shop has some established volume, “on 


contract it similar prices) and see how efficiency compares. If every 
hing look O.K., go through your sales register and pull out “the dogs 


with under-recoveries and study them. You will profit from the experience 
Any discussion of billing makes us think of selling prices. Many may 


think that the development of low hour costs, due to high productivity, 
would justify low hourly selling rates. The difference between high hourly 


osts and low hourly costs is a capricious, vicious, and often fleeting thing 


on't build your business on it. Differences in METHODS or MACHIN 


ERY will vary prices, and justly so. But don’t consider low hour costs 


lue to high productivity a selling weapon for a lower price—rather a 
i I § 
greater independence —a greater profit at the same price. Another thing 


bill net, no discount. 


Operating Statements: : 
Too few people appreciate the helpfulness of operating statements 
Financial statements and cost records properly analyzed and applied are 


excellent management controls. 

In addition to the usual monthly profit and loss statements and balance 
heets, one firm prepares a specially broken down operating statement to 
le certain budget comparison ratios which have been of inestimable 
A budget should not be based on net sales, but on 


i¢ lj rol nany years 
sales adjusted for work in process and minus materials. We should 
lude work-in-process variations or materials in any budgeted net 
ales dollar. 

Get From Behind “8 Ball”: 

Some firms who can’t seem to show profits would benefit from budget 
ing. Plenty of firms travel “on a wing and a prayer,” never realizing theit 
itter inability to produce real profits because they don’t have the necessary 
operating ratios to end up other than “behind the eight ball.” 

You should compare your budget figures every month with a string 
of previous months and also with extended periods of six months or a 
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year. Incidentally, it is very often helpful to multiply all the dollar figure 
in a single month’s statement by as many months’ accumulation as one wishe 
to compare. For instance, if you were comparing February, 1944, with 


all the dollar figures in Feb 


all of 1943, it would be helpful to multiply 
ruary by 12 in order to dramatize any favorable or unfavorable deviation 
from 1943 total dollars. 


Outside of such occasional dollar comparisons, you should try to 


compare budgets on a strictly PERCENTAGE basis. Take care of the per 
centages and the dollars will take care of themselves. One firm has donc 
this with statements going back 25 years, and it is surprising how little the 
percentage formula for profits’ (for that’s what we are all seeking) ha 
changed over the years. 
Break-Even Point: 

The break-even point has a way of making itself known, and a mental 


classification of the various months of the year soon establishes itself bad, 
break-even, indifferent, good. Fixed as well as variable expenses readily 
show their strengths and weaknesses. A run of a few months shows th¢ 


trends to be watched and controlled. 

Naturally, the budget ts based on desire as well as actual past ex 
perience. Budgeted profit is sometimes increased by recognition of a prac 
tical desire to reduce some expenses, and occasionally a recognition of an 
undeniable increased expense calls for a reduction in the budgeted profit 
percentage. I've toyed with the segregation of fixed and variable expenses 
ind have come to the considered conclusion that there is no PRACTICAI 
segregation; there are few precisely fixed expenses; many fxed expenses 
have variable elements and most variable expenses contain certain fixed 
elements, but competent analysis and a well budgeted sales dollar recog 
nizes all these things. A sales dollar is a live and writhing thing. The 
many percentage elements contained in it are almost as elusive as escaping 
mercury. Not only that the sales dollar itself (allegedly 100 cents) 
is also in motion ITSELF, as the variation in selling prices of individual 
jobs changes the quality structure of the final total figure which we have 
called net plant sales. 

A further comment keep your eye on the WAGE PERCENTAGI 
I have seen everything out of line but wages and still seen a profit. I have 


seen everything in line but wages and seen a staggering loss! 
Under-Capitalization: 

Some businesses generally are under-capitalized. There is not much 
initial invested cash capital in a great many industries to-day. In fact 
many plants have been expanded with insufficient caution. 

There are many plants that could have modernized constantly and com 
pletely over a period of years, had it not been for their loss of resources 
by unwise expansion, indulging in outside ventures, insufficient regard for 
the necessity of minimizing fixed expenses to maintain a low break-even 
point, and other honest but costly management errors. 


Best the Cheapest: 
Let's imagine that one has two machines of a certain make and a new 


model comes on the market. The new machine we'll say produce 500 units 
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more per hout Don't add one or a pair of them to the present equip- 
ment — the expansion is too great. It is better to trade in both old ones 


for a pair of new ones and be happy with the greater economy and the 
expansion of perhaps 15% in capacity to produce. Or let's imagine a 
plant who suddenly runs into a lot of new stuff that can’t hardly be pro 
duced out of present equipment. The best method is to sweat the produc 
tion out of the present facilities. This point of view conserves much needed 
capital. 

The best (and therefore the highest paid) craftsmen are the cheapest 


in the long run. To man equipment with mediocre help necessitates more 
equipment to get the work out and spreads capital thin. 

Develop the point of view that’s willing to pay higher salaries fot 
better key people. The more eager and the less cynical the management 


team becomes, the more production one gets out of the same capital invest 
ment in fixed assets. Eager and enthusiastic managers are the only ones 
who will persistently fight delays. 

Prompt billing and prompt-paying customers create more working 
capital 

It has been my theory that if one is conservative and fights expansion, 
he gradually will be forced to grow modestly and healthily. I have no 
prejudice against expansion, but we should grow like oaks, not lik 
poplars. Certainly I would like the most modern machines in a plant; if 
not for long runs, for selling morale, production morale, financial morale, 
customer satisfaction and pride, for curtailment of repairs, for increased 
depreciation against heavy income taxes, for easier maintenance of quality, 
for obsolescence insurance. The theory is that if one always keeps up to 
a budgeted progress in small steps, he will never lag behind. Avoid ex 
pansion in the usual sense, but expand through modernized replacement, 
and expand in SIZE only after a hard fight. 
Long-Range Profit-Planning: 

Just how does all the matter previously discussed fit into long-range 
profit-planning ? 

Forget the last year or two of unusual circumstances —what 1s the 


REAL trouble with industry, the paramount problem which makes it diffi 


cult for our plants to yield satisfactory profits during normal times? I 
have asked several people and gotten the same answer from all — the big 
problem in industry ts sales volume and price. Any theory of management 


that’s going to be successful has to go a long way toward solving that big 


problem. 

Well —there’s a kind of insurance that helps to solve this problem, 
but it requires the payment of rather costly premiums —and the stakes 
are worth it! To insurance against serious loss from insufficient sales 
volume with prices that are too low, we must be willing to sacrifice many 
hundreds of dollars of profit, in times of great productive activity and 
comparative prosperity like the present. In other words, operate a two 
shift plant laid out for a 16-hour operation. 

Too many plants who run on an eight-hour basis NEVER get the 
WHOLE plant working more than 10 hours (and then they think the boiler’s 
going to bust) and too often are running plants on a four-hour average 
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(that is, only part of the equipment manned on an eight-hour shift). The 
capital investment in any plant is too great to permit us to hope for a 
satisfactory return on our investment in an eight-hour operation. With 
machinery and equipment averaging a value of perhaps $3,000 per mechani- 
cal employe, one must keep the whole thing rolling to expect a satisfactory 
profit yield. 

An eight-hour operation can expand during peak periods and still pro 
duce in luxurious comfort. But as a 16-hour operation hits a peak it goes 
to 24. There's reckless inefficiency, sacrifice of additional sales volume 
beyond capacity to produce, and crowding on the floor. When jobs are easy 
to get, there is labor turnover, due to disgust at crowded working condi 
tions, wasteful production due to insufficient number of machines of each 
kind, premium overtime wages, short lobster shifts at a full night's pay, 
insufficient superintendency around the clock, as well as customer dissatis- 
faction due to inability to get the job done in time. These things drive 
anyone crazy to-day, and what is more, they are costly, but the whole point 
is this— when can you better afford to lose money than when you are 
making it? 

Greater Activity Helps: 

It is best to trim one’s plant to the size of his sales volume —ON A 
16-HOUR BASIS. Greater productivity per square foot of floor space will 
develop lower actual hour costs. Pressure to get the work out will demand 
a stricter production efficiency —a greater percentage of chargeable hours 
A relatively high plant activity will curb one’s appetite for low-price large- 
volume “fillers”, with a consequent improvement of cost recovery in selling 
prices. Further, increased activity will stiffen the backbone, increase in 
dependence and perhaps make one raise his hourly selling rates when his 
costs increase instead of perhaps rationalizing himself into a muddle by 
saying, “I can’t see how we can raise prices. We will just have to hope 
for more volume, or something” (particularly “or something’’!) Greater 
activity will help one’s budgeted operating statement. A spreading of the 
so-called fixed expenses over a greater number of sales dollars, and a similar 
spreading of the fixed portions of so-called cariable expenses will bring 
about a broad reduction in the budgeted expense percentages and an 


enhancement of budgeted profit. 
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IDEAS 


... that are helping to solve 
wartime accounting problems 


IDEA 


IDEA 


IDEA 
IDEA 


technical 


present 





equipmen t. 





combine or redesign forms so that related rec- 


cords—such as pay cheque, voucher, earning: 
record and payroll—can be posted together in 


one operation. 


Keep machines busy by relieving skilled oper- 


ators of pre-listing, stuffing, heading accounts 
and other non-posting duties, and by scheduling 
relief operators for lunch hours, rest periods, 


et 


Make sure that operators are taking full advan- 
taye of figuring short-cuts, and that they are 
all 


machines. 


using the time-saving features of their 


Locate and eliminate causes of bottlenecks or 
idle machine minutes by rearranging machines, 


duties or the flow of work to the machines. 


Keep machines in the best possible condition 
through regular inspettion, cleaning, lubrication 


and adjustment’ by Birroughs service men 


knowledge of machines, applications and procedures 


can be of great help to you in meeting to-day’s accounting problems with 


Call your local Burroughs office, or 


BURROUGHS ADDING MACHINE OF CANADA, LIMITED 


Windsor, Ontario 
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Costing as an Aid to Sound Management 


(From an address to the Dublin Society of Chartered Accountants, 
by Edward Mullen, A.C.W.A., Cost Consultant) 


(Reprinted from the Irish Accountant and Secretary) 


There is no doubt that the full scope and. value of Costing as an aid 
to sound management has yet to be realized by many who would derive 
the greatest benefit from it. I find an idea prevalent that Costing is only 
useful (1) fixing economic selling prices, or (2) finding the Prime Cost of 
a job for comparison with a pre-determined estimate. While either of 
these functions may be extremely vital and indispensable to management, 
they by no means exhaust the full aims and objects of Costing. Since the 
development and employment of the principles of Scientific Management 
in Industry, Costing has progressed beyond all recognition to become a 
modern science dealing with efficient industrial performance. 

There are also many who express vague doubts as to whether the 
results usually achieved justify the expense of installing and operating a 
Costing system. I am certain that most of the critics have either not seen 
a good Costing system at work or failed to grasp its fundamental aims. 
Perhaps there are too many “dud” systems operating—which is not alto- 
gether surprising. Costing is by no means easy to master, and the special 
flair or faculty known as ‘‘cost-mindedness,” indispensable in handling cost 
problems, is acquired only after years of practical application and experi- 
ence. It is no wonder that good Costing systems are a rarity. 

Efficient Performance 

Costing is a science which deals with Efficient Industrial Performance 
Cost Accounting is a method of recording performance data and ts_ the 
backbone of a Costing system. It is in the scientific application and tse 
of thé information revealed by the system that the greatest benefits accrue 
to Management. 

Mr. Herbert Morrison, the British Home Secretary, speaking on post 
war economy, referred to Cost Accounting as “Efficiency Auditing.” If 
the word “Efficiency” is understood in the mechanical sense as the ‘ratio 
of useful work obtained to the energy expended,” then this efficiency 
auditing should be a most effective means of measuring the ratio of results, 
or earnings obtained, to the energy, or money, expended. 

In applying a Costing System, the Cost Accountant manipulates all 
the data which is eventually finalized in the Profit and Loss Account. Now, 
as management must produce Accounts, but is mainly concerned with operat 
ing the concern economically and thereby making profits, it follows that 
the best system of internal Accounting for manufacturers is one built up 
on Cost Accounting lines which, while keeping the books in order, is also 
a valuable instrument of control. 

Internal Organization 

One of the greatest merits of Cost Accounting is its contribution to 
the internal organization of an industrial concern. Good Costing demands 
good factory routine, and consequently the Cost Accountant must organize 
efficient internal working as a pre-requisite to Cost recording. 
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Costing system depends upon 


[he ettectiveness of 


(1) The nature of the information it provides; 
(2) The use to which this information is put; 
(3) The degree to which the information ts, topical 
The primary aims of Costing include guidance on financial, sales and 
price policy and control of variable expense. Cost information must there 


] 
act 


ul where all production, selling and distribution activities 


fore reveal in 
produce gains or losses by relating costs to the most appropriate units 


In addition, the system should ensure control over the usage of material, 


labour and services in order to check wastage, misuse and unproductiveness 


Measure of Control 

Regarding (2) it might be said that the best criterion of Costing is 
the measure of managerial control achieved through its use. If the Cost 
lata indicates the necessity for action, then management is sadly lacking in 
energy if the required measures are not taken. Cost statements should by 
old, brief and to the point. Management needs only the bare facts. Present 
costs in round figures and bulk terms and management will grasp their sig 
nificance. Administrators are not usually equipped to deal with microscopic 
letail and will be more impressed with a statement that a loss of £500 a 
year or thereabouts is being sustained on a line than a minute collection 
of figures which show that each one is costing exactly 1.115d. over selling 


price 


Topical Not Historical 

Cost information must be topical and not historical. It should, in 
fact, provide a running commentary on the fortunes of the concern It 
is much more useful to report that a product cost averaged approximately 
10/3d. for the previous week than to come along in a month's time with 

e news that it was exactly 10/1.726d. A good Costing system throws 
the spotlight on losses and weaknesses as and when they arise. 

Coupled with the modern tendency in Costing to adapt and presen 
vital information for expense control and policy guidance is its highly 
important development as a research and planning science devoted to the 
betterment of industrial performance. 

Operative Field 


This development into the operative field was natural. The Costing 


system produced the facts and the explanations and served as a useful re 
cord of performance, but a great field of endeavour lay unexplored. With 
his acquired familiarity of the problem the Cost Accountant found himself 
experimenting with and organizing fatigue or money-saving schemes and 
thus developing principles and practice of research into ‘‘standards” of per- 
formance, e.g., Labour and Output potential, etc., and the predetermination 
ind planning of results, all of which are aimed at securing the maximum 
return with the minimum expenditure in time, materials, effort, space and 
money. This growth of Costing into a profession that deals with the cure 
as well as the diagnosis of inefficiency was concurrent with the coming of 
the competition and higher wage era in industry when earnings depended 
more and more on the most economic use of capital and revenue expenditure. 


Costing to-day involves the use of many and varied devices to attain 
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its ends; Standard Costs to regulat performance, Marginal Costs to give 
a clear guide to Price Policy, Selling and Distribution Costs to throw light 
on economic Marketing, and Budgetary Control for the scientific planning 
of results. 

Costing aims at the best use of all the available production facilities 
and thus directly services the community in the attainment of economic 
prosperity. It is, therefore, designated to play a leading role in the future 


of Industry 


The Economics of Good Storekeeping 


(Reprinted from The Federal Accountant) 
By A. J. GAIRNS, F.F.I.A., A.A.I.S., A.C.A.A. 


Under modern high-pressure manufacturing it is becoming increasingly 
apparent that the factory which is most efficient in all its aspects is the 
one most likely to make the goods in the cheapest possible manner and 
so out-sell its competitors. 

In this regard, efficiency in the keeping and control of stocks—both 
raw materials, general stores and finished goods—is very important and 
one of the vital factors likely to assist in producing the goods exactly to 
specifications in the minimum of time and in a manner which will provide 
service to the customer. We are all inclined to take the stores sections 
as more or less necessary adjuncts to factory work and a review of the 


nd their place in the economy of produc 


chief functions of storekeeping 
tion will assist immensely in any overhaul of manufacturing efficiency. 

We all know naturally what a store is—viz., a place in which goods 
may be stored after purchase and manufacture—but there are other uses 
equally as important which are not always appreciated. For instance is it 
realized that a store is provided for the protection of an asset and as 
such should receive the same attention as, say, a factory building which 
serves the same purpose. Adequate equipment, overhaul of facilities, ample 
insurance and proper protective devices are only some of the items which 
may be mentioned in this regard. A management with a well equipped 
and orderly factory which will question the wisdom of installing steel 
shelving in the store is an example of where this function is possibly for- 
gotten. 

Time-Saving Device 

A further factor in the manufacturing set-up is the time-saving device 
in an efficient store. In this regard it is, like other departments in the 
organization, a service auxiliary and, in a word, its function is to provide 
the right material, in the correct quantities and conditions at the required 
time for the factory operations. If the material is not ready the factory 
manager will usually be left with no option but to forge ahead with some 
other item and include the abandoned item in a future programme. Apart 
from this angle, the saving arising from orderliness and by the provision 
of sufficient stocks of material when required is obvious. Factory produc- 
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THE ECONOMICS OF GOOD STOREKEEPING 


The matter of outlay in stocks is very difficult to-day, when the mini- 
mum of goods is available and the demand is at high peak. Neverthel 


most stores housing finished goods find it necessary to deal even to-day 


with the question of obsolescence. Lines which are made for seastnal re 


quirements in excess of actual requirements—and who would suggest limiting 
manufacture to such limits—are on hand for some time later and have t 
be regarded as ‘‘dead”’ stock. 

Not only the outlay in stocks is considered, but the expenditure nee 
for buildings, bins and equipment and the outlay needed in staff who are 


usually salaried and must be maintained when business is both brisk an 
slack 
Costing Adjunct 
The cost accountant will regard the store in entirely a different light 
He will look on the store as a very important section of his costing system 


1 


The raw materials an gene ral supplies store he wi use to € ermine ne 
The 1 t I b pl I I let t 


correct quantities of material to debit to factory production cost—a vital 


necessity if he is to produce accurate factory costs. If the stock on hand 
of raw materials does not balance, he may conclude that supplies are not 
being received as indicated by suppliers’ invoices or, alternatively, that the 
system of internal check regarding deliveries is not functioning correctly 
On the other hand, the factory requisition system may be at fault and good 
may be going to the factory without requisitions or either short in quantit 
or in excess of the figures shown thereon. 

As part of a modern costing system, stock is often taken of factory 
stocks either monthly, four-weekly or such other period as may be require 
This serves to “turn-over” the stock, to provide reports of slow-moving 
and obsolete lines and provides up-to-date figures on values and quantitic 
In order to carry out the needed stock-taking, orderly methods in the fac 
tory and stores are necessary and great improvement will be noted in thi 
general layout of stores. As time goes on, the cost accountant will aim 
for a central store, perhaps on the “hub” principle under which all depart 
ments radiate round the store like the spokes of a wheel. This has been 
described as the ideal for factory work particularly for handling depart 
mental transfers. 

As regards the finished goods store, the cost accountant will regard this 
as his means of checking both the accuracy of his production totals and a 
check on his interim balance figures. It must be realized that the figure 
of factory production—that is the factory cost of goods despatched by thi 
factory to finished goods store—constitute, as well, the “inwards” figure 
on the debit side of each stock ledger item. It is apparent therefore that 
in efficient stock control system in the finished goods stores will provid 
not only a check on the accuracy of the finished goods in stock, but a pic 
ture also of the correctness of the factory production. Any bins which 
tl 


do not balance in the store will obviously be under scrutiny, with the 


result that inwards items from the factory will be examined and, if not 
correct, adjusted accordingly, thus correcting the factory claim for finished 
output. 

Conversely, the outward items from this store—that is the sales—are 
all costed under a modern system and, if stock is not physically taken, the 
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balance of the account representing finished goods is brought down as 
estimated stock on hand. It follows therefore that on the occasions when 
the stock is physically taken—say, half-yearly, for instance—the cost man is 
very much interested in the possibility of his estimated balance equalling 
the actual figure If it does not, there are usually three possibilities :— 

(1) Pilferage or sampies taken from stock. 

(2) Cost of sales entries being at fault. 

(3) Factory production entries being incorrect 

It is not possible in this essay to discuss at length the most likely of 


these matters as applying to any given set of circumstances. 


Examination Questions 
FUNDAMENTALS OF COST ACCOUNTING—MAY 1, 1944 


Question 1. (15 marks) 

Distinguish between a job order system and a process of Cost Account- 
ing. Explain how unit costs are obtained in each system. 
Question 2. (8 marks). 

In some plants the storekeeper is permitted to accept goods without 
reference to other departments, also to receive and approve invoices fot 
these goods. Is this a satisfactory condition from a Cost Accounting view- 
point? State reasons. 

Question S. £12 marks). 

How would you deal with Selling and Administration Expense in 
valuing an inventory of goods manufactured against specific orders for de 
livery after close of current fiscal year? 

Question 4. (10 marks). 

Describe briefly the flow of labour cost in a Cost Accounting system, 
illustrating by diagram or by journal entries. 
Question 5. (15 marks). 

The directors of Super Products, Limited, have submitted the follow- 
ing condensed comparative profit and loss account for the years 1940 and 
1941 to you with a request that you prepare a statement accounting for the 
increase in net profit for the year 1941, taking into consideration the fol- 
lowing factors: 

(a) Increase in volume of goods sold. 
(b) Increase in selling prices 
(c) Decrease in cost of goods sold. 


1940 1941 
Sales — Net .............s00060-5. § 50,000 $690,000 
GostuOl Sales. cccccccsscccevdccnse, “450,000 500,000 
Gross Profit on Sales ........ $ 50,000 $190,000 
General Expenses ............ ; 75,000 90,000 
Net Profit or Loss ............ $ 25,000 (loss) $100,000 (profit) 


During the course of your enquiries you are informed that, effective 
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Ist January, 1941, a general increase of 15% on all selling prices was made 
and that during the year 1941 substantial economies in the operation of 
the company’s plant had been effected. 


Question 6. (40 marks). 

The Black Coal Company, which began business on Ist December, 
1941, uses a process cost system. Its mining processes are: mining, which 
consists of breaking away the coal; hoisting, which consists of hauling 
the coal to the main shaft and hoisting it to the surface; crushing, or break 
ing up the coal in readiness for sale. The final operation is loading, in 
which the coal is loaded on barges and shipped to the trade. Loading 
is classified as a selling expense, but requires a certain amount of the 
mine overhead and is therefore included in the process cost statement. 
However, the entire cost of loading is included in selling expense in the 
profit and loss statement. Allowances for depreciation of equipment are 


included in the various “supplies and expenses” accounts. 


Classified expense for the year ending 30th November, 1942, were 


Mining: 
Mining Labour ; $260,000 
Shaft Timbering labour 19,500 
Pumping labour e 10,000 
Blasting powder ........... 14,500 
Mining supplies and expenses 47,500 
Hoisting: 
Tramming and hoisting labour 34,000 
Hoisting supplies and expenses 12,000 
Crushing: 
Crushing and stockpile labour 15,000 
Crushing supplies and expenses 6,700 
Loading: 
Loading labour mer 7,500 
Loading supplies and expenses 3,500 
Mine Overhead: 
Supervisory wages esas 9,000 
Mine office wages Lp 12,000 
Power and Haht o..01:..cicscecesveaczesvees , ~ 6,000 
General maintenenance labour ........... 15,500 
General mine supplies and expenses . 3,000 
PLODERNY: CAM CSS occ ccc sssgcuecscotinecesennceseteestons : 14,000 
PARSURS AINE Bare cos sone aeenesene Coctaeed 9,000 
Selling and administration expense: 
Interest Of MOLtSARE 2.0... ccccecccscceseedse oa 5,000 
Salesmen’s salaries ....... eee eee creer tren Ty 14,000 
Selling GX PEHSCS ccc. c0csdocccciviessceasexs cares 3,000 
BNGGtEDVE- SAIAEICS® |... c0scsscsectersecrcaces Bae 14,000 
CGI CE SANDED oo oii csiceticcali liek vine 10,300 
Office supplies and expenses .......... 3,400 


The production record for the year is as follows, except that the tons 


on hand on 30th November, 1942, have been adjusted to the actual inven- 
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tory quantities. The transferred portion may be taken as reasonably ac- 


curate. 
On Hand Lost in 
30th Transit 
November and 
Transferred 1942 Waste, 
During Year etc 
Tons mined 240,000 210,000 25,000 5,000 
Tons hoisted 210,000 190,000 19,000 1,000 
Tons crushed 190,000 175,000 14,000 1,000 
Tons loaded and sold 175,000 175,000 


Rent which has not been charged to the accounts is to be calculated 

on the following basis 

Annual rental is .05c per ton mined with a minimum rental of $15,000 

per annum. Excess rentals paid due to minimum rental clause may be 
offset in later years 

Mine overhead is distributed over the various processes according to 

the ratio of direct labour cost. The depletion charge has been established 
at .1Oc per ton 

Required: 

(a) Prepare a process cost statement showing the cost and production 
of each department, with inventories at the end of the year and the 
cost per ton at each stage of the process. 

(b) Also prepare the annual profit and loss statement, based on sales 
ot 175,000 tons for $490,000 
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